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ACTION AF-10 

INFO OCT-01 ISO-OO AID-05 CIAE-00 COME-OO EB-08 FRB-01 
INR-10 NSAE-00 ICA-20 TRSE-00 XMB-04 OPIC-06 
SP-02 LAB-04 SIL-01 OMB-01 AGRE-00 DODE-OO PA-02 
SS-15 NSC-05 L-03 OPR-02 PER-05 /105 W 

123267 052258Z/62 

R 051301Z APR 78 
FM AMEMBASSY ADDIS ABABA 
TO SECSTATE WASHDC 7944 
INFO AMEMBASSY DJIBOUTI 

UNCLAS ADDIS ABABA 1581 

E.O. 11652: N/A 
TAGS: EGEN ET 

SUBJECT: PRICE TRENDS IN ETHIOPIA 

1 . SUMMARY: OFFICIAL PRICE STATISTICS INDICATE 
THAT THE COST OF LIVING IN ADDIS ABABA INCREASED 

14.1 PERCENT IN 1977, LARGELY DUE TO RISES IN FOOD PRICES AND 
THE COST OF HOUSEHOLD ITEMS OF ALL KINDS. SHORTAGES 
CONTRIBUTING TO THE PRICE INCREASES WERE DUE 
LARGELY TO WAR CONDITIONS AND DISRUPTED TRANSPORTATION 
AND DISTRIBUTION SYSTEMS. ANTICIPATED IMPROVEMENTS 
IN THESE LATTER TWO FACTORS GIVE RISE TO AN ESTIMATED 
10 - 12 PERCENT INCREASE IN THE ADDIS ABABA RETAIL 
PRICE INDEX IN CY 1978. END SUMMARY. 

2. PRICE TRENDS IN ETHIOPIA DO NOT LEND THEMSELVES 
TO VERY ACCURATE FORCASTING DURING THE PRESENT 
UNSETTLED TIMES. THIS IS PARTICULARLY TRUE IN THAT 
PERSONNEL AND PROCEDURAL CHANGES AT THE CENTRAL OFFICE 
OF STATISTICS ARE BELIEVED TO HAVE UNDERGONE 

A QUALITY DECREASE. 

3. DURING CY 1977, THE ADDIS ABABA RETAIL PRICE 
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INDEX INCREASED 14.1 PERCENT (TOTAL INDEX ROSE FROM 
236.6 TO 270.8; BASE YOUR 1963: 100). FOOD, WHICH IS 
WEIGHTED AS 57.4 PERCENT OF THE TOTAL INDEX, INCREASED 
FROM 270.9 TO 303.8, OR 12.1 PERCENT. THE LARGEST 
INCREASE OF ANY GROUP WAS IN THE HOUSEHOLD ITEMS 
CATEGORY (WEIGHTED 17.1 PERCENT). THIS CATEGORY ROSE FROM 
233.0 TO 293.2, OR 25.8 PERCENT. THE OTHER CATEGORIES IN THE 
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INDEX ARE CLOTHING, TRANSPORTATION, MEDICAL CARE, PERSONAL 
CARE, READING AND RECREATION, AND OTHER. INCREASES IN 

1977 IN THESE CATEGORIES WERE, RESPECTIVELY, 11.1 PERCENT, 

16.9 PERCENT, 7.3 PERCENT, .008 PERCENT, .009 PERCENT 

AND 23.1 PERCENT. LACK OF TRANPSORTATION AND WAR 
CONDITIONS WITHIN THE COUNTRY WERE PRIMARILY RE- 
SPONSIBLE FOR REDUCING THE AVAILABILITY OF HOUSEHOLD ITEMS 
AS WELL AS FOOD (MAJOR CROP ARRIVALS IN ADDIS ABABA 
DECLINED BY 37.1 PERCENT OVER THE ONE YEAR PERIOD 
ENDING SEPTEMBER 1977 PER NBE QUARTERLY BULLETIN, DEC 
1977), A MAJOR FACTOR IN BOOSTING THE PRICE TREND. 

ATTEMPTS TO DAMPEN PRICES THROUGH CONTROLS WERE IN- 
EFFECTIVE. SINCE MANY RAW MATERIALS AND CONSUMER 
ITEMS COULD ONLY BE IMPORTED BY AIR, PRICE WERE 
FURTHER BOOSTED BY EXPENSIVE AIR FREIGHT CHARGES. 

4. DURING CY 1978, PRICES COULD STABILIZE OR EVEN DECLINE 
SOMEWHAT. PROVIDED THE RAILROAD BETWEEN ADDIS ABABA 
AND DJIBOUTI IS REOPENED, INTERNAL TRANSPORTATION 
AND DISTRIBUTION IS IMPROVED, PRICE CONTROLS ARE MORE 
STRICTLY IMPLEMENTED, AND THERE IS A NORMAL HARVEST. (CURRENT 
INDICATIONS ARE THAT THE RAILROAD COULD BE REOPENED BY 
AS SOON AS MID-MAY; HARVEST EXPECTATIONS ARE VERY 
OPTIMISTIC.) THIS TENDENCY COULD WELL BE OFFSENT BY AN 
INCREASE IN MONEY IN CIRCULATION (PARTICULARLY AS IT WILL 
LIKELY GO TO LOWER INCOME GROUPS WHICH HAVE A HIGHER 
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PROPENSITY TO CONSUME), COMBINED WITH FEWER ITEMS 
ON WHICH TO SPEND IT. THIS LATTER IS DUE TO INCREASING 
IMPORT RESTRICTIONS ON CONSUMER ITEMS AND A DECLINE IN 
LOCAL PRODUCTIVITY. AN INCREASE IN MONEY IN CIRCULATION 
IS LIKELY TO STEM FROM ETHIOPIA'S EXPANDED MILITARY PAYROLL, 
AND FROM EXPECTED LOCAL EXPENDITURES FOR REHABILITATION 
PROJECTS. UNDER THE CIRCUMSTANCES, THE BEST PRESENT 
EMBASSY ESTIMATE IS THAT THE RETAIL PRICE INDEX IN CY 

1978 WILL INCREASE AROUND 10 - 12 PERCENT. 

MATHERON 
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